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SUBJECT: GOM MILITARY PROCUREMENT PLANS: EPPECT ON MOROCCAN ECONOMY 

REF (A) 75 RABAT 6279, (B) RABAT A-07, (C) STATE 017013 
PARA 6.1. (D) RABAT 0494 PARA 2.C. 

1 . SUMMARY. REVIEWING REPTEL EVALUATION OP GOM MILITARY 
PROCUREMENT INTENTIONS ON ABILITY TO PAY AND EFPECTS ON 
NATIONAL ECONOMIC DEVELOPMENT IN LIGHT OP REF (C) AND PAST- 
RELEASED BUDGET AND BALANCE OF PAYMENTS PROJECTIONS (REP A), 

COUNTRY TEAM ASSESSMENT REMAINS BASICALLY UNCHANGED. COMING 
YEAR WILL BE ONE OF INCREASED BUDGETARY STRINGENCY AND 
INTENSIFIED CASH-PLOW CRISES. BUT MAIN ELEMENTS OP CURRENT 
REDUCTION ALREADY TAKEN INTO ACCOUNT IN DECEMBER ANALYSIS. 

END SUMMARY. 

2. PRINCIPAL MODIPYING ELEMENTS REQUIRED PARA 6.1. OF 
REF (C) FOLLOW: 

A. AS RESULT RECENT CLASHES RESULTING PROM ALGERIAN INTER- 
VENTION WELL WITHIN MOROCCO'S CLAIMED (SAHARAN) BORDERS, 

NATIONAL DEPENSE NEEDS HAVE TAKEN ON INCREASED PRIORITY. 

CRASH EQUIPMENT PROCUREMENT PROGRAMS ARE UNDERWAY AND US 
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DEPENSE CONTRACTORS HAVE INFORMED US THAT SPECIAL PINANCE 
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MINISTRY CONTINGENCY FUND BEING TAPPED TO PERMIT IMMEDIATE 
ACQUISITION CERTAIN IMMEDIATE NECESSITY ITEMS. GOM HAS 
REQUESTED SAUDIS TO ADVANCE TRANSFER OF THIS YEAR'S 
MILITARY PROCUREMENT GRANT FROM MID-YEAR. ADDITIONAL 
FUNDS APPARENTLY THUS NOW AVAILABLE TO MILITARY BEYOND 
132 PER CENT INCREASE SHOWN IN BUDGET PRESENTATION, IF 
ANYTHING REINFORCING ARGUMENTATION PRESENTED REF (A) PARA 
LA. MODIFICATION OF FMS PROGRAM LEVEL WOULD NOT RPT NOT 
PERMIT DIVERSION THESE FUNDS INTO SOCIAL OR DEVELOPMENT 
NEEDS. 

B. ON NEGATIVE SIDE, MILITARY OPERATIONS 125 KM EAST OF 

BOU CRAA PLUS SABOTAGE OF BELT TRANSPORTER HAVE KEPT MINE 
OUT OF OPERATION LONGER THAN EXPECTED. WHILE THIS MEANS 
REVENUES FROM SAHARA PHOSPHATES WILL BE SLOWER IN MATE- 
RIALIZING THAN ANTICIPATED, CONTINUING DEPRESSED MARKET 
FOR ROCK MEANS THERE IS AMPLE SURPLUS CAPACITY AT KHOURIBGA 
AND YOUSSOUFFIA WITHIN FORMER MOROCCAN BORDERS. FISCAL 
SITUATION THUS NOT YET EASED BY ACQUISITION OF BOU CRAA, 

BUT MILITARY OPERATIONS BY THEMSELVES HAVE NOT ACTUALLY 
WORSENED OVERALL PHOSPHATE REVENUE SITUATION. REF (A) DID 
NOT COUNT ON IMMEDIATE BOU CRAA REVENUES IN ANY CASE, NOTING 
"NEXT TWO YEARS WILL REQUIRE ASTUTE FINANCIAL NAVIGATION." 

C. FURTHER NEGATIVE ITEM, MILITARY OPERATFONS IN SAHARA 
AT CURRENT LEVEL AND LIKELIHOOD THAT TENSIONS WILL PERSIST 
FOR SOME TIME HAVE INTRODUCED ELEMENT OF MAIOR CONCERN IN 
FINANCIAL COMMUNITY, IMPAIRING LIKELIHOOD THAT GOM WILL BE 
ABLE TO BORROW IN EUROPE AT INTENDED $400-$500 MILLION 
LEVEL. THIS HAS BECOME OBVIOUS MATTER OF CONCERN FOR 
ECONOMIC MINISTERS. ON JANUARY 8 GOM REQUESTED 30 MILLION 
UNIT OF ACCOUNT IMF "GOLD TRANCH" DRAWING AND HASTILY 
ASSEMBLED IMF TEAM PRESENTLY IN RABAT, SIGNALING URGENCY 
THIS NEED PRESENTS FOR GOM. 

D. SINCE REF (A) ASSESSMENT PREPARED WE HAVE RECEIVED 
CONFIRMATION THAT LAST YEAR'S SALES OF PHOSPHATE ROCK WERE 
AT VIRTUALLY PRECISE LEVEL EMPLOYED IN OUR CALCULATIONS 
(13 M MT ESTIMATE VS 13.1 M MT ACTUAL SALES). EVIDENCE 
OVERWHELMING HOWEVER THAT FURTHER UNANNOUNCED PRICE CUT 
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HAS TAKEN PLACE FROM CA. $58/TON TO CA. $48/TON FOR TOP 
QUALITY ROCK, WITH POSSIBILITY FURTHER DISCOUNTING FOR 
LOYAL CUSTOMERS. TONNAGE NOW ESTIMATED TO BE UP HOWEVER 
TO PERHAPS 16 OR 17 M MT FOR 1976, LEAVING ESTIMATED 
REVENUES AT ABOUT $750 MILLION - UP SLIGHTLY FROM LAST 
YEAR. BUT PRICE/REVENUE OUTLOOK REMAINS EXTREMELY 
UNCERTAIN FOR NEXT 18 MONTHS TO 2 YEARS. 
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E. YEAR-END 1975 GNP GROWTH PROVED SLIGHTLY BETTER THAN 
EXPECTED, PLUS 2 OR 3 PER CENT INSTEAD OF ZERO. AND 
OUTLOOK FOR SLIGHTLY BETTER PERFORMANCE, PERHAPS PLUS 
5 PER CENT, IN 1976. 

3. SUMMING UP: WHILE SOME OF WEIGHTS ATTACHED TO DECEMBER 
ASSESSMENT HAVE SHIFTED, OVERALL OUTLOOK REMAINS ABOUT AS 
SEEN BY COUNTRY TEAM AT THAT TIME. MILITARY ACTION HAS MEANTIME 
WORSENED CLIMATE IN WHICH EXTERNAL FINANCING MUST BE SOUGHT, 
WHILE NEED FOR EQUIPMENT HAS INTENSIFIED, UNDERLINING PRIORITY 
ATTACHED BY GOM TO PAYING FOR FMS MATERIEL. YEAR WILL THUS 
BE ONE OF SLIGHTLY GREATER FINANCIAL STRINGENCY THAN ALREADY 
SKETCHED, BUT MOROCCAN ECONOMY REMAINS IN FAR LESS VULNERABLE 
POSITION THAN MOST LDC'S SEEKING FMS AND IT IS ONLY COIN- 
CIDENCE OF WORSENED RELATIONS WITH ALGERIA ON TOP OF SOFT 
WORLD PHOSPHATE MARKET THAT GIVES MAJOR CAUSE FOR CONCERN. 
ALL INDICATORS ARE FOR GOOD ECONOMIC PERFORMANCE THIS YEAR 
AND RETURN OF PHOSPHATE DEMAND WITHIN 12-24 MONTHS TO EASE 
MILITARY EQUIPMENT PAYMENTS SITUATION. CASH-CLOW PROBLEMS 
WILL REMAIN AND PERIODIC PAYMENTS DIFFICULTIES REOCCUR. 

BUT WERE US FMS PROGRAM REDUCED, WE BELIEVE GOM WOULD ACCORD 
PAYMENTS TO US LOWER PRIORITY THAN NOW. AS RESULT OUR 
COLLECTION HEADACHES WOULD NOT DIMINISH AND COULD MOUNT AS 
WE PUSHED TO END OF THE QUEUE. IN LIGHT OF TOTAL SITUATION, 

WE CONTINUE TO BELIEVE FMS PROGRAM AT SCHEDULED LEVEL 
REMAINS JUSTIFIED. 

NEUMANN 
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